The conflict of interest between controlling and minority shareholders is an important issue in firms with concentrated ownership. We document that expropriation behavior by controlling shareholders through tunneling or self-dealing is far more severe in politically connected firms than in nonpolitically connected firms. This severity results more from the formers' lower concern with capital market punishment than from the possibility that such firms tend to establish political connections for protection. Consistent with the view that a firm's financing condition influences its corporate governance, we show that such severe expropriation occurs only in firms whose political connection helps them secure bank loan access.
Introduction
The agency problems arising from a firm's ownership structure have received enormous academic attention (Berle and Means 1932, Jensen and Meckling 1976) . However, whereas literature in the field focuses traditionally on the conflict of interest between the manager and a group of diffused equity holders in U.S. firms, recent international evidence shows that outside the U.S., ownership is actually highly concentrated (Claessens, Djankov, Fan, and Lang 2000, Faccio and Lang 2002) and the central theme in corporate governance is the conflict between controlling and minority shareholders. Most particularly, controlling shareholders have the incentive to expropriate minority shareholders, and so the market, in response, evaluates the ownership concentration negatively (Lemmon and Lins 2003) .
The specific practices of expropriation vary depending on each country's legal and regulatory rules on such behavior, and anecdotal evidence illustrates a variety of practices (Johnson, La Porta, Lopez-de-Silanes, and Shleifer 2000) . Systematic evidence of specific forms, however, is documented for Hong Kong and Chinese firms, in which controlling shareholders engage widely in self-dealing through related party transactions (Cheung, Rau, and Stouraitis, 2006, Peng, Wei, and Yang 2010) and tunneling through intercorporate loans (Jiang, Lee and Yue 2010) . In fact, the Chinese stock market is highly conducive to tunneling and self-dealing behavior because of the widespread dominance of controlling shareholders and the weak legal and regulatory protections for minority shareholders.
1 Such an environment in one specific country provides an ideal platform for investigating the factors beyond the legal and regulatory rules that influence the incentive of controlling shareholders to expropriate minority shareholders.
1 Because, as Johnson et al. (2000) show, tunneling and self-dealing typically occur within legal boundaries, the recent disclosure requirements implemented in China on related party transactions may discourage certain controlling shareholders. It does not, however, alleviate the problem. Nor does the reform that allows the state ownership of listed firms to be tradable change the essential feature of the widespread dominance of controlling shareholders. Therefore, despite these new developments on the Chinese stock market, the environment remains conducive to tunneling and self-dealing.
The purpose of this paper is to investigate the effect of political connections on tunneling and self-dealing behaviors. We take advantage of China's institutional environment, which provides fertile soil for tunneling and self-dealing, and in the light of recent disclosure rules on these activities. To distinguish the political connection effect from state ownership, we examine only listed firms that are ultimately owned by private individuals or entities. We find that political connections, particularly those that secure financing sources for the company, have incrementally greater explanatory power beyond firm characteristics and governance measures for tunneling and self-dealing behavior.
Political connections can potentially influence controlling shareholders' incentive to expropriate minority shareholders in the following ways. First, insiders want to seize the benefits that their connections bring to the firms to at least cover the cost of building such connections and possibly more (Morck, Stangeland, and Yeung 2004) . Second, politically connected firms face fewer disciplinary constraints from regulatory rules (Berkman, Cole, and Fu 2010) .
Alternatively, controlling shareholders with a higher tendency for tunneling may be more likely to seek protection from political ties.
Neither these advantages nor the endogenous decision of political ties, however, shield the connected firms from capital market punishment (Lemmon and Lins 2003, Berkman, Cole, and Fu 2010) . Hence, the ability to secure capital to fund future investment opportunities without bearing the increased cost of equity financing from expropriation is crucial. One of the most important alternatives to equity financing, particularly in countries with underdeveloped corporate bond markets, is the bank loan.
Political connections help firms to access resources like bank financing both in terms of access and of cost (Khwaja and Mian 2005, Li, Meng, Wang, and Zhou 2008) . However, political interference in bank loan allocation makes loan decisions insensitive to firm governance and risks. Furthermore, priority in accessing bank loans reduces firms' reliance on equity financing, which prevents the equity market from effectively pricing the cost of new capital based on firm condition. Consequently, firms with capital secured through political connections can afford not to care about market punishment. Indeed, our findings indicate that expropriation of minority shareholders can deteriorate to a major extent in such firms because of bank inefficiency and political intervention.
In a general setting, any social network or relationship that can provide firms with secured capital both in terms of amount and cost has the same effect as the political connections addressed here. However, it is much more difficult to document the social network and differentiate its ability to secure capital versus other benefits in a populous society like China.
Political connections, on the other hand, are salient and, because the economy is tightly controlled by a ruling party and political intervention in bank loan allocation is widely practiced by both the central and local governments, it makes an ideal measure.
According to our empirical analyses, expropriation is more severe in politically connected firms or firms that are heavily financed by banks, a relation driven particularly by firms that are both connected and heavily bank financed, for which the interactive effect completely eliminates the stand-alone effect of political connection or bank loan. Our results also indicate that bank loan access is positively associated with political connection. All these patterns are more apparent in regions in which bank decisions are less market driven, which also implies that inefficiency in bank financing is the culprit. Finally, firms that are engaging in expropriation of minority shareholders, especially those that are politically connected, significantly underperform other firms, implying that controlling shareholders in these firms steal more than political ties can bring in. These findings are consistent with our argument that political connection can worsen the expropriation of minority shareholders. The fact that firms without any political connections that access bank loans stay away from expropriation implies that punishment from banks would still be possible through loan pricing, if loan officers' decisions remain unaffected by political ties.
We can derive two important and general lessons from the above observations. First, the financing market can serve as a corporate governance mechanism; that is, the agency problem becomes worse when the capital market cannot effectively panelize moral hazard problems (e.g., when financing resources are allocated based on connections rather than on a firm's financial strength). Second, although political connections can overcome resource constraints or ensure favorable regulatory conditions and investment opportunities, they are not always value adding;
that is, they may as equally destroy firm value by making expropriation less costly to block holders, especially in countries with underdeveloped institutions.
Our paper especially echoes the work of Chaney, Faccio, and Parsley (2009) , who show that the quality of accounting information from politically connected firms is poorer than that from nonconnected firms because their connections give them advantages in the debt market, meaning that the capital market is less likely to punish them for low standards. Our work is also closely related, however, to Durnev and Kim (2005) , who show that the three firm attributes, investment opportunities, financing, and ownership structure, influence corporate governance.
Indeed, our analysis provides empirical evidence that corporate governance deteriorates because of the influence political connection has on financing channels.
The rest of the paper proceeds as follows. In section 2, we formulate hypotheses on specific empirical relations based on our argument and explain the methodology used to test these hypotheses. In sections 3, 4, and 5, respectively, we introduce the data, report the empirical results, and discuss robustness. Section 6 concludes the paper.
Hypotheses and Methodology

A. Controlling shareholders' decision
In deciding whether or not to steal, controlling shareholders face a tradeoff between short-run benefits and reputation loss in the long run. Nonetheless, the price of the reputation loss depends on the firm's future investment opportunities and the resources it has available to fund these projects. Thus, controlling shareholders are less likely to expropriate minority shareholders if such behavior will make a large impact on the firm's future costs of capital.
Access to financing and its cost is a major concern in any investment opportunity of any firms, but it is especially important for the private sector in China, which is disadvantaged in the allocation of resources. Investors on the equity market, aware of controlling shareholders' reputation for expropriation, require larger discounts if they are to provide a firm with financing, making the company's future seasoned equity offerings more costly. Banks, on the other hand, care mostly about the firm's making good on loans and less about expropriation unless it leads to firm bankruptcy. Nonetheless, bank financing may still be denied or highly priced if the expropriation is severe. It is much easier, however, for firms to influence the decisions of a bank loan officer than those of a group of dispersed investors on the equity market. One channel to influencing such bank decisions is to build political connections.
Therefore, when firm access to bank financing and its cost are guaranteed by certain type of political connections in place, controlling shareholders are minimally concerned with long-run punishment from the capital market and hence have higher incentives to expropriate. Without such connections, however, they are cautious about the firm's reputation on the capital market and are thus less likely to expropriate.
B. Hypotheses
This rationale underlying controlling shareholders' decisions implies that the preferential treatment in accessing bank loans brought by political connection can encourage the expropriation of minority shareholders because it shields firms from punishment by external financing markets. To support this argument, we first establish the evidence that political connection is one way of obtaining such preferential treatment and, in turn, it encourages expropriation:
Not all political connections are the same, however: whereas some bring financing advantages, others may bring investment opportunities only. Most important, we want to show that only those connections that influence bank financing can influence the incentive to expropriate:
Furthermore, the efficiency of banking decision should matter, because using political relations to interfere with bank lending is more likely to occur and be successful in regions in which the banking industry is less developed; that is, bank lending is less market driven.
Finally, the implications of political connection and expropriation for firm performance, however, are neither simple nor direct. First, although political connection can bring in various benefits that should improve firm performance, it may also lead to profits being tunneled outside the firm. Moreover, the more profitable the firm, the more the controlling shareholders can expropriate. Hence, the net effect between political connection and firm performance is unclear.
All else being equal in terms of profitability and political connection, the marginal effect that expropriation has on performance should be negative. This negative relation should also be more profound in politically connected firms because it encourages controlling shareholder to steal even more: Committee (CSRC) has issued repeated warnings on it and has made its disclosure mandatory.
C. Variable measurements
Because of weak regulatory enforcement, however, the practice has not abated. We therefore measure fund occupation by the account receivables of controlling shareholders reported in annual reports. In addition, however, because these numbers are quite likely to have been manipulated or underreported, we also include the financial statement item "other account receivables," which are receivables in excess of trading accounts and advanced payments and mostly comprise the actual funds occupied by the controlling shareholders. This latter measurement is also used in Jiang et al. (2010) .
Transactions between the firm and its controlling shareholder constitute another tunneling tool, although related-party transactions above RMB 3 million must be reported to the exchange and announced publicly within two working days after the contract date. Given the difficulty of benchmarking the fair price of these transactions, we use the abnormal market returns at announcement to measure the benefits transferred through the transaction. We also categorize the transactions by type and define a dummy variable that equals one if the transaction is a priori likely to result in expropriation of the listed firm's minority shareholders (Cheung et al. 2006) .
Such transactions include the listed company's acquisition of assets from related parties or sales of assets or equity stake to related parties, the purchase and sale of goods and services, and direct cash payments or loan guarantees from the listed firm to related parties. For transactions whose rationale is strategic or that are likely to benefit the listed firms, this variable takes a value of zero. Such transactions include the listed company's cash receipts; transactions between the listed firm and its subsidiaries; takeover offers in which the connected party is another publicly listed or foreign company; and/or the formation of joint ventures, the acquisition of joint venture stakes from the remaining partners, and the sale of joint venture stakes to the remaining partners.
We measure access to bank loans as the ratio of total bank loans to total firm assets. In China, the location of bank branches is designed to minimize overlap and competition within the same institution by making it parallel with the territorial structure of the government system and by discouraging branches from lending beyond their own area. Hence, the bank industry with which a firm deals is region specific.
To measure regional development heterogeneity of the banking industry, we borrow Because what these indices together actually measure is the degree to which the banking industry in each region is market driven, we use all four to capture the heterogeneity of banking development in China. However, even though the original values of the indices are positive, with higher values meaning better development, we multiply these positive values by a negative value to make the results more easily interpretable. Thus, a higher (less negative) number means a less developed banking industry. Finally, we use perceived property rights protection, also taken from the World Bank survey, to proxy legal enforcement.
The measures of firm corporate governance and managerial incentives include the divergence between the ultimate controlling shareholders' cash flow rights and their control rights, board independence, managerial ownership, institutional investor ownership, and a dummy variable that equals one if the ultimate controlling shareholder is private at the time of the firm's IPO, zero otherwise. This latter captures the cases in which firms listed with the state as controlling shareholders were later privatized (while still listed) through block transfer of ownership to private entities or individuals. We also control for auditor quality using a dummy variable that equals one if one of the four largest international auditing companies audits the firms' financials, zero otherwise. We also control for firm characteristics, including size (log (assets)), age (log (Age)), leverage (total liability over total assets), tangibility (fixed assets over total assets), and the growth rate of sales. Finally, we measure firm performance using return on assets, return on equity, and EBITA over assets. All these variable definitions are listed in table A1.
D. Analytical approach
In the empirical analysis, to provide evidence that expropriation of minority shareholders is more severe in politically connected firms, we explain expropriation using firms' political connections together with firm characteristics and corporate governance. We measure expropriations using fund occupation and market responses to related party transactions. Our governance variables include the divergence between controlling shareholders' cash flow rights and their control rights, board independence, managerial ownership, institutional investor ownership, and auditor quality. Firm characteristics include size, age, leverage, tangibility, and sales growth as defined above. Because we run the regressions on pooled panel data, we also control for firm fixed effects and cluster all the estimated standard errors at the firm level.
To support the argument that the relation between expropriation and political connection results from the latter's influence in firm financing, we conduct our analysis based on the following aspects. First, to show that political connection can help firms to access bank loans, we explain bank loan access and loan amounts using political ties and firm characteristics. It would admittedly have been better to show that there is actually no subsequent loan reduction following the tunneling or self-dealing activities by comparing the loan amount and contracts before and after expropriation events. However, because the firms' fund occupations are observed yearly and related party transactions are quite frequent -once every two years on average and a maximum of three times a year for some firms -defining a clear pre-versus post-period is infeasible. We can therefore only gain insights by examining the overall trend of bank loans to these firms.
Second, to show that the relation between expropriation and political connection exists only when the political connection can bring secure bank funding (i.e., political connections with other benefit types do not encourage controlling shareholder expropriation of minority shareholders because of firm concern that its capital market reputation may drive up future financing costs), we implement two approaches. First, we differentiate the political types directly, although unfortunately, we can only find direct evidence of a firms' political connection with a bank for a very small subsample. Hence, although the values on the expropriation measures for this subsample are high, the statistical inference is inefficient because of sample size. We therefore resort to an interaction variable between bank loan and political connection, which we add into the baseline regressions. If a political connection does indeed encourage expropriation only when it helps a firm to secure funding, the coefficient on this interaction term should be significant, causing the stand-alone coefficients on political connection and bank loan to lose their significance.
Third, because the less market driven the banking, the more the flexibilities and the higher the likelihood that political ties will play a role in financing, we expect the relation between political connection and expropriation to be stronger when the banking industry is less efficient. To test this assumption, we introduce the four banking indices into the regression and interact them with political connection and bank loans. If the results of these analyses are consistent with our hypotheses, we can confirm that in the presence of political connection, the relation between political ties and controlling shareholder expropriation of minority shareholders is induced by inefficient loan allocations.
To address the possible endogeneity issue that firms characterized by a high tendency to expropriate minority shareholders establish political connections to seek protection, we conduct a two-stage robustness test that controls for the likelihood of a firm establishing political connections. In the first stage, we analyze the probability that the firm will establish political ties using a logit model in which the explanatory variables include firm characteristics and governance variables. We also include board size in the first stage instruments because, although there is little consistent relation between firm behavior or performance and board size in Chinese firms, it is common practice for these firms to connect themselves politically by offering board membership. In the second stage, we expand the earlier regressions by including the predicted likelihood, measured by Heckman's lamda.
Because, conditional on profitability, stealing by controlling shareholders reduces firms'
accounting performance, what is interesting is to examine whether controlling shareholders steal even more when they are politically connected. To do so, we regress firm accounting performance on political connection, expropriation measures, the interactions between these measures, profitability, firm characteristics, and governance measures. The sign of the coefficients on the interaction term indicates whether controlling shareholders are stealing more than political connections are bringing in. Table 1 presents the distribution of the sample firms by year, industry, and geography. The number of firms entering the sample increases over time not because of new listings, but because of the availability of information on their ownership pyramids. About 85% of these firms are politically connected. Over half are in the manufacturing sector, followed by conglomerates, technology, and retailing/wholesale, a ranking that is quite representative of firms in China.
B. Summary Statistics
Firms that are in the mining, transportation, and media sectors are 100% politically connected, reflecting the fact that in China, these industries rely heavily on government regulatory support.
The construction industry contains the lowest percentage of politically connected firms at 75%.
Provinces that each host over 5% of the sample include Zhejiang, Guangdong, Jiangsu, Shanghai, Sichuan, and Shandong, with Zhejiang accounting for the highest percentage of sample firms, about 13%. Such geographic distribution is also representative because these provinces have the largest regional economies in China.
[Insert table 1 here] Table 2 summarizes the main analytical variables and the differences between politically connected and nonconnected firms. The average ratio of bank loan to total assets is 27% for politically connected firms and 26% for nonconnected companies This difference is significant at the 1% level. The values for fund occupation, other account receivables, and negative market response to related party transactions are all higher for the politically connected firms but those for performance are lower. These differences do not emerge as significant, however, in the univariate tests. Table 2 also clearly shows that the politically connected firms are more frequently located in regions in which the banking industry is less developed and the property rights score is low. Such prevalence of and regional preference for political connection in private firms is consistent with Faccio's (2006a) finding that political connections are particularly common in countries with higher levels of corruption or fewer limitations on official behavior.
Other characteristics of politically connected firms are lower cash rights of the controlling owner, higher divergence from ownership, and lower managerial ownership -all indications of a more severe agency problem. Finally, politically connected firms tend to be significantly larger and have a higher tangibility ratio, implying that they are less concerned about being expropriated by the government.
[Insert table 2]
Empirical Results
The empirical results not only show a positive relation between political connection and the expropriation of minority shareholders, they also indicate that political connection leads to preferential treatment in bank financing. Moreover, although both political connection and bank loan are positively associated with expropriation of minority shareholders, such relations disappear once the interaction term between the two is introduced into the regression. This finding implies that neither political connection without bank loan nor bank loan access without political connection is associated with expropriation. We also find that all the above relations are stronger in regions in which the banking industry is less market driven. Finally, we show that firms in which expropriation is present underperform other firms, and even more so if they are politically connected. These results support our argument that political connection influences firms' financing choices, which in turn facilitates expropriation and hurts the returns to minority shareholders. These observations are detailed below.
A. Political connection and expropriation of minority shareholders
The regression results given in table 3 clearly illustrate the relation between political connection and expropriation of minority shareholders as measured by other account receivables over total assets. As previously mentioned, other account receivables (i.e., receivables other than those for trading accounts, receivable notes, and prepayments) is the most convincing measure of fund occupation by controlling shareholders because the fund occupations disclosed to regulatory authorities are largely manipulated and underreported (Jiang et al. 2009 ). The explanatory variables in this regression are political connection and its interactions with bank development indices, bank loans, firm characteristics and governance measures, and firm fixed effects. Because the regressions are run with pooled panel data, the estimated standard errors are clustered at the firm level (as in all the pooled regressions reported hereafter).
As table 3 shows, expropriation is positively and significantly associated with political connection. The dummy variable for being connected has a coefficient between 1.7% and 4.7%, implying that the fund occupation ratio is marginally twice as high in politically connected firms as in nonconnected firms because the sample mean of fund occupation is just slightly above 2%.
This relation is even stronger in regions in which the bank industry is less market driven. A decrease of one on the bank development index score produces a 0.5% increase in the fund occupation ratio for the politically connected firms.
3 In addition, expropriation is higher in firms with more bank loans: a 1% increase in bank loan ratio increases the expropriation ratio by 0.1% at a 1% significance level. The results also show that expropriation is more severe in regions with weaker property rights; in firms that were privately owned at the time of the IPO; and in firms that are smaller, have less managerial ownership, or show lower sales growth.
[Insert table 3 here] Table 4 outlines the results on political connection's association with market response to announcements of related party transactions. The dependent variable here is the 11 day cumulative abnormal returns adjusted by the market returns, CAR [-5,+5] . As the market benchmark, we use stock index returns on the Shanghai exchange. Because there is no accurate measure of exactly how much economic benefit is transferred through these transactions, we use the market response as a proxy: a negative market response to a related party transaction announcement indicates tunneling that hurts the interests of minority shareholders. The explanatory variables for this regression are political connection and its interactions with the bank development indices, bank loans, firm characteristics and governance measures, and firm fixed effects.
We find that related party transactions seemingly destroy more firm value, measured by negative abnormal returns, when the firms are politically connected, small, or located in regions with a less market-driven banking industry or weaker property rights. However, the market response results in less negative returns if the firm has a larger ratio of bank loan to total assets. Overall, the evidence in tables 3 and 4 indicates a positive relation between political connection and the expropriation of minority shareholders. This relation is stronger for firms located in regions with a less market-driven banking industry, indicating that the factor of influence is the change in firms' financing conditions. We provide further support for this argument in the next section.
B. Political connection, bank financing, and expropriation
We attribute the positive relation between political connection and expropriation to changes in the firm's financial condition because of a specific type of benefit brought in by political connection -preferential treatment in bank loan access. We confirm this assumption.
with tests along the three dimensions discussed below.
First, we show that political connection can bring firms preferential treatment in bank financing. Table 5 illustrates the relation between the ratio of bank loan to assets and political connection when firm characteristics and the likelihood of bank loan access are controlled for.
To exclude the banking relationship inherited from state ownership, this regression limits the sample to firms that were privately owned at the time of their IPO, which excludes firms whose controlling private ownership came into being through the block transfer of state shares following IPOs. We find that the ratio of bank loan to assets is 26% higher in politically connected firms than in nonconnected firms and the coefficients are significant at the 1% level.
The bank loan ratio is also higher in larger firms and in firms with a higher tangibility ratio. We also find that the likelihood of a firm having bank loan access is positively associated with political connection (see As expected, in both tables, the coefficients on the interaction term between political connection and bank loan are positive and significant, but the stand-alone coefficients on political connection or bank loan lose their significance. That is, tunneling through intercorporate loans is severe in politically connected firms only if the firm is heavily bank financed at the time.
The results for related party transactions also suggest more value-destroying tunneling in firms that are both politically connected and heavily bank financed than in other firms, including nonconnected firms and a subset of politically connected firms that are not heavily financed by banks. These results confirm that political connection encourages expropriation of minority shareholders only when it alters firms' financing conditions by helping them secure bank loans.
Finally, both tables 6 and table 7 show that the tendency for political connection to help firms obtain bank financing and the severe expropriation in politically connected firms with heavy bank financing are both stronger in regions with a less market-driven banking industry, undoubtedly because political connection can successfully influence bank loan decisions in these areas. Overall, the empirical evidence on the above three dimensions is consistent with our argument that political connection can weaken a firm's corporate governance when it helps the firm secure financing through bank loans.
[ Table 8 lists the results for the regression on firm performance, in which the dependent variables are EBITA, ROE, and ROA.. The explanatory variables include political connection, measures of the expropriation of minority shareholders, and the interactions between these two.
The regression also controls for firm characteristics and governance. As table 8 shows, there is no clear relation between political connection and firm performance, although firm performance is reduced, not surprisingly, by the expropriation of minority shareholders. Specifically, a 1% increase in fund occupation by controlling shareholders results in an up to 1.4% decrease in EBITA, a 0.61% decrease in ROE, and a 0.58% decrease in ROA. Such performance reduction is especially pronounced when the expropriation or tunneling occurs in the presence of political connection. Likewise, a 1% increase in fund occupation in politically connected firms lowers EBITA -4.57% compared to fund occupation in nonconnected firms. This finding provides evidence that the controlling shareholders in politically connected firms tend to extract rent much more aggressively than those in nonconnected firms do.
Robustness
A. Selection bias and reverse causality
The previously mentioned argument that controlling shareholders who expropriate minority shareholders seek political connections for protection suggests a positive relation between political connection and the expropriation of minority shareholders. However, the evidence reported in section 4 indicates that expropriation is not necessarily larger in all politically connected firms. That is, politically connected firms that do not use their connections to secure bank loan access do not have larger expropriation than nonconnected firms. Therefore, the selection bias argument does not fit the empirical results.
We also investigate the timing of connection establishment, finding that most of the political connections were established before the firms launched IPOs, when there was no conflict of interest between controlling and minority shareholders. Only 10% of the political connections in the sample were established post IPO. We also observed that firm ownership structure, as it relates to expropriation concerns like cash flow rights and their divergence from control rights, is not associated with political connection. Therefore, reverse causality does not align with the empirical evidence either.
B. Local versus central government
Many scholars studying the Chinese economy believe that local government officials are more likely than central government officials to use their political powers for rent seeking. Our sample allows differentiation between political connections with central government and those with local government at a provincial level or below. We find that both types of political connections influence expropriation, but the effect is stronger for connections with local government than for those with the central government.
C. Median regression and other control variables
Because we are working with panel data, we also run median regressions for robustness.
These results turn out to be stronger than those from the pooled ordinary least square regressions reported earlier. The interaction term between political connection and bank development index 3, particularly, becomes significant in the median regressions but is not significant in the pooled regression with standard errors clustered.
We also check robustness by including other variables that may affect controlling shareholders' incentive to expropriate; specifically, the percentage of shares owned by the state (although the state is never the controlling shareholder in our sample), a dummy that measures whether the controlling owner is the CEO or a family member, and the exact percentage of shares owned by the controlling shareholders. These variables have no significant impact on expropriation and do not affect the earlier results.
Conclusion
This paper provides evidence that the influence of political connections on a firm's financing positions impairs its corporate governance. When the political connection is one that guarantees firms bank loan access, controlling shareholders are less concerned about reputation loss in capital markets that could lead to an increase in the firm's cost of capital on the equity market. Hence, they are more likely to expropriate minority shareholders.
The empirical analysis also identifies a positive relation between political connection and the expropriation of minority shareholders, a relation driven mainly by the type of political connection that can help firms secure bank loans. This relation is stronger in regions with a less market-driven banking industry because in these areas, intervention by political connections in financing is more likely to be successful. Finally, firms whose controlling shareholders expropriate minority shareholders, especially those with political connections, underperform other firms. [-5,+5] abnormal returns adjusted by market; (2). A dummy variable that equals one if the transaction are likely to hurt the listed firm, zero otherwise.
ROE
The ratio of net income to over equity.
ROA
The ratio of net income to total assets. EBITA
The ratio of earnings before extraordinary items plus interests and tax to total assets. 
Panel B: Variable on institutional factors cross region
Panel C: Variables on firm characteristics
Private at IPO A dummy variable that equals one if the firm was ultimately owned by individuals at the time of IPO, zero otherwise.
Cash flow rights
The cash flow rights of the controlling shareholders. Divergence
The divergence between the controlling shareholders' cash flow rights and their control rights.
Board independence
The percentage of board members that are outsiders. Managerial ownership The percentage of shares held by the CEO Institution Investors
The percentage of shares held by institutional investors. Audit A dummy variable that equals one if the firm's financial reports are audited by any one of the largest four auditing firms.
Firm size
The logarithm of the total assets. Leverage
The ratio of total liabilities to total assets. Tangibility
The ratio of fixed assets to total assets.
Sales growth
The firm's total sales growth. 
